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LIBYA KEY ECONOMIC INDICATORS: 


All Values in U.S. $ million Sources: IMF, IBRD, Central 

and represent period averages Bank of Libya, Ministry 

unless otherwise indicated of Planning, Embassy 
Estimates 


Exchange Rate: LD 1 = US$3.38 Estimate 


1973 1974 1975 
INCOME, PRODUCTION, EMPLOYMENT 


TDP at Current Prices 7 376.2 13,210.1 13,304.8 
Composition GDP 
Petroleum Sector 3,801.8 8,027.5 6,932.0 
Other Sectors 3,574.4 5,182.6 6,452.8 
Agriculture 202.8 218.7 361.0 
Manufacturing 212.3 300.5 399.5 
Construction 882 .9 1,357.4 1,676.1 
Trade 421.8 622 .6 756.4 
Public Administration 534.0 843 .3 966 .7 
& Defense 


Crude Petroleum Production 2.17 52 1.48 
(Million bpd average) 


LABOR FORCE (thousands) 
pioye 
Foreign Labor Component 
Unemployed 


MONEY AND PRICES (Million US $) 

Gold Foreign Exchange Reserves 

Currency in Circulation 

Demand Deposits 

Money Supply 

Consumer Price Index (Jan 1964 = 
100) 


BALANCE OF PAYMENTS AND TRADE 


Exports, FOB : 6,753.0 
Imports, FOB ; 4,473.0 
Trade Balance ‘ 2,230.0 
Current Account Balance ; -480.0 
(including goods, services 
official & private transfers) 


GOVERNMENT ACCOUNTS (millions US $) 

Reserves-Total 1,852.9 
Petroleum 1,450.7 

Expenditures-Total 2,794 .6 
Administrative 755 .4 
Deve lopment 1,398.3 





SUMMARY 


The rate of increase in government spending slowed 
in late 1975 and early 1976. The economy seems to be 
picking up in late 1976, fueled by some 24 billion 
dollars in planned development expenditures over the 
next five years. Agriculture continues to receive top 
priority in development allocations, but industrial, 
infrastructure, and public welfare projects also get 
important emphasis. [Increasing government control 
over the economy has caused a general loss of confidence 
in the private sector. Further constraints include 
deficiencies in the country's managerial and physical 
infrastructure and severe manpower shortages. Oil is 
the key to the Libyan economy and to the success of its 
ambitious development plans. Crude exports account 
for almost all foreign earnings and the bulk of govern- 
ment revenues. Crude production dropped in 1974 and 
1975, but appears to be stabilizing now at the two 
million BPD level. The government has urged the oil 
companies to maintain production at a 2.3 million BPD 
level over the next two years, and further nationali- 
zations in the oil industry do not seem to be impending. 
The high levels of planned development spending presents 
excellent opportunities for U.S. exports. 





Introduction 


In recent years Libya has pursued economic policies 
aimed at stimulating the growth of the non-oil sector 
and improving the social and economic infrastructure. 
The prime aim is to build a self-sufficient economy 
utilizing the country's limited oil revenues. These 
policies are facilitated by a large increase in oil 
revenues following the sharp price increases of 1973. 
Since Libya first produced oil in the early 1960s, 
Libya has had a high rate of economic growth which has 
raised per capita income to the highest level in Africa. 
Following the change of government in September 1969, 
there was a re-orientation of the country's economic 
policies which was marked by Libyanization and nationaliza- 
tion measures, departure of the [Italian community, cutbacks 
in oil production and re-evaluation of development projects. 
The re-orientation of the country's economic policies 
caused a temporary slow-down in economic activity. After 
1971 the government shifted priorities in an effort to 
develop the non-oil sector and the economy was stimulated 
by sharply rising government investment as well as incen- 
tives for the private sector. Despite these diversifica- 
tion efforts, oil production still accounts for more 
than half of the country's GNP, more than 80 per cent of 
government revenues and virtually all exports. 


Crude oil production, the key to the Libyan economy, 
reached production peaks in 1970 and has declined somewhat 
Since, mainly due to a government policy of conservation. 
Production averaged about 2.2 million BPD in 1972 and 
averaged about 1.5 million BPD in both 1974 and 1975, 
reflecting lower world demand and a relatively high 
Libyan price structure. Since the nationalization 
measures of September, 1973, the National Oil Company 
(NOC) has sold approximately 70 per cent of Libyan 
oil production, much of it to international oil 
companies in the form of "buy-back" crude. Despite 
production cutbacks of recent years, the sharp price 
increases of 1973-74 plus the increase in tax and royalty 
payments resulted in an increase in the government's oil 
income by about 20 per cent in 1973 and 140 per cent in 
1974. By the beginning of 1976 the government clearly 
had decided to avoid the oil production fluctuations of 





of the early 1970s and the Ministry of Petroleum 
targeted a steady oil production rate of 2.3 to 2.4 
million BPD over the next two years. 


Two budgets are drawn up in Libya each year, an 
ordinary or "administrative" budget and a development 
budget. The ordinary budget derives most of its 

revenues from customs, excise and income taxes, while 

the development budget is financed entirely from oil 
revenues, In addition, Libya has a special allocations 
budget which is not published and which includes spending 
for subsidies, foreign aid and much of the country's 
military outlays. The special budget is also financed 

by oil revenues. The first Libyan five-year plan, in 
which communications and public works were given priority, 
was ratified in 1965 and extended in 1968. The second 
plan placed more emphasis on agriculture, transport and 
housing as well as local government. The second plan 

was replaced by a 1972-75 three-year development plan 
following the 1969 change in government and the economic 
policy shift. The revised plan was in turn modified in 
1973 to allow yearly allocations to be added to the plan 
on the roll-over principle. The 1976 plan has not yet 
been published, but judging from sector allocations 
development spending priorities continue to follow the 
pattern of the previous plan. The Libyan development 
budget should be viewed as an indication of the leader- 
ships' priorities in spending its oil revenues rather 
than as a precise guide to actual expenditures. The 
budgets have been frequently revised as income exceeded 
expectation. Lower oil revenues plus higher levels of 
spending have caused Libya to dip into reserves to continue 
the high rate of development spending. Special emphasis 
in recent development plans has been given to low-income 
housing and to agriculture. In infrastructure projects, 
priority has gone to port expansion, the capacity of 
which has quadrupled in the past five years. The 
country's development investments have resulted in rapid 
rises in non-oil sector production in 1973 and 1974 -- 
real growth is estimated to have averaged almost 20 per 
cent both years. Although reliable data is not available 
there are indications that the rate of growth slowed 
considerably in 1975, perhaps due to inability of the 
economy to absorb the rapid rise in government spending 
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and to a loss of confidence in the private sector as 
the government enlarged the scope of its economic 
activities. 


From the 1969 change in government until the fiscal 
year ending in March i972, government finances were 
marked by rising surpluses, reflecting increases in oil 
revenues. But there was a sharp decline in budget 
surpluses in late 1972-73 due to lower oil revenues 
and spiraling development spending. Both administrative 
and development budget actual expenditures rose by about 
50 per cent in 1974 but the rate of increase slowed 
to about 15 per cent in 1975. The large balance of pay- 
ments surplus of previous years weakened in 1972-73 
but rose rapidly again in 1974 reflecting the late 1973 
oil price rises. [In 1975, despite a slowdown in the 
rate of growth in imports (and government spending) the 
balance of payments was again in deficit and reserves 
fell, reflecting lower receipts from oil exports. Since 
government expenditures were far in excess of domestic 
(non-oil) revenues and because of a rapid monetary expan- 
sion Libya has been subject to growing inflationary 
pressures. In the three years ending in 1971, domestic 
liquidity rose at an average annual rate of about 30 per 
cent. In 1972 and 1973 domestic liquidity continued to 
expand (by 27% and 35%) until, in 1974, it increased 
by more than 60 per cent. The expansion in the money 
supply slowed considerably in 1975. The actual rate 
of inflation during this period cannot be ascertained 
precisely due to inadequate price data but estimates range 
as high as 30 per cent in 1974. The effect on the cost 
of living has been alleviated to some extent by subsidies 
for foodstuffs and housing as well as by price controls. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Current Situation 


The economic indicators and other statistics on 
page one provides a picture of the current status of the 
Libyan economy as well as an indication of its future 
trends. Some of the data, particularly 1975 estimates, 
are Embassy extrapolations and are subject to revision. 


The Libyan economy continues to depend upon the 
petroleum sector despite several years of LARG efforts 
to diversify the economy. Dependence on oil income 
will continue for at least the next five years, as the 
current emphasis on agricultural development is aimed at 
self-sufficiency and only in the distant future as a 
source of food exports. Industrial development is 
designed for import substitution, but petroleum and 
related petrochemical export earnings should continue 
to supply sufficient foreign exchange earnings 
for Libyan economic development. 


The major constraints on the continued expansion 
of the economy continue to be the lack of a modern 
infrastructure and an acute shortage of trained personnel. 
A program to draft into the army an undetermined number 
of trained employees between the ages of 18-35 from 
government organization has caused concern for the 
continuing functioning of the economy. Efficient 
utilization of Libya's small labor supply is the most 
difficult of the problems which currently face the 
Libyan leadership in the management of the economy. Of 
the total population of some 2.5 million only about 
20 per cent was in the labor force in 1975. This low 
rate of participation is due to the fact that females 
contribute only about five per cent and the age distri- 
bution of the total population appears unusually 
weighted toward youth. Thus, the government has 
attempted to attract foreign -- mostly Arab -- labor 
and the employment of foreign workers grew at an annual 
rate of more than 50 per cent during 1972-75. 

Also,a lower proportion of the population is now 
employed in agriculture. The largest single employment 
sector is construction. 


There are indications that the economic slow-down 
in Libya in 1975 and early 1976 is over and that the 
rapid rate of growth has now resumed. Prospects for the 
remainder of 1976 and for 1977 are good. World demand 
for Libyan light low-sulpher crude continues to rise and 
the outlook is for production increases (to 2.2 or 2.3 
bpd level) next year. 





Petroleum Production 


Libyan crude production has been steadily increasing 
through the year, although it has not yet gone to the 
2.3 million barrel per day level which the Government 
had hoped to reach. Nonetheless crude production should 
average 1.8 or 1.9 million barrels per day for the year, 
a substantial increase over the 1.5 million barrel per 
day rates of 1974 and 1975. At this level of output, 
the Government "take" should be more than sufficient 
to provide revenues for Libyan development spending -- 
at current prices, Government oil income should be near 
8 billion dollars. Libyan prices are somewhat lower 
than competitive light African crudes from Nigeria and 
Algeria and marketing should pose no problem for the 
remainder of the year. The Government has reached pro- 
duction sharing agreements with a number of companies and 
as a result exploration activity has increased. Proven 
reserves were estimated this year at approximately 30 
billion barrels (a 40 year supply at current production 
rates) and promising new oil areas have been discovered 
offshore near the Tunisian border, southwest of Tripoli, 
and just north of the large Sarir field. Although the 
petroleum sector has a low priority in development plans 
(less than 10 per cent of allocations in the current 
five-year plan) the National Oil Company plans to double 
its refining capacity by next year, and to expand its 
petrochemical industry. A new export-oriented refinery 
of 220,000 bpd capacity is to be built near Tobruk, 
and ammonia, methanol and ethylene plants are to be 
constructed at the Marsa Al Brega oil port complex. 


New Development Plan 


A new five-year development plan was outlined last 
January. The plan has not yet been published but allo- 
cations indicate that this year's planned spending is 
to exceed 1975 allocations by about 14 per cent. The 
plan envisages a total expenditure of over 24 billion 
dollars of which 4.3 billion dollars is to be spent in 
1976. Actual expenditures averaged 80 per cent of planned 
spending in the 1973-75 development budget. The new 
plan provides for a spending increase of about 80 per cent 
on an average annual basis. The strategy of the plan is 
Similar to the previous one: Agriculture continues in 
top priority with 17 per cent of total allocations. 
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Housing, together with social infrastructure projects, 
account for some 38 per cent of allocated development 
spending. The industrial sector is to receive some 15 
per-cent with the emphasis placed on import substitutionin 
manufacturing projects such as foodstuff processing 

and construction materials, but greater priority in the 
industrial section of the plan is given to basic indus- 
tries such as steel and aluminum. The plan aims at an 
annual increase of 10.5 per cent in the Gross National 
Product and an increase of 26 per cent in industrial 
production. LARG development priorities are shown in the 
following extract from the Development Budget: 


Five-year Development Budget 1976-1980 


Total 1976 
Expendi ture % Expenditure % 
Development Sector ($ million) Total ($ million) Total 


Agriculture & Agrarian 1,505.1 6.2 375.5 8.7 
Reform 

Integral Agricultural 2,640. 
Development 

Nutrition & Marine 139. 
wealth 

Industry & Mineral 3,683. 
Wealth 

Oil & Gas Exploitation 2,190. 

Electricity 1 , S37 « 

Education 1,590. 

Information & Culture 308, 

Manpower 141. 

Public Health 579. 

Social Affairs & Social 145. 
security 

Housing 2,684. 

Security Services 118. 

Municipalities 1,868. 

Transport & 2,136. 
Communications 

Marine Transport 1,262. 

Planning & Scientific 191. 
Research 

Trade & Marketing 110. 

Reserve 1,099. 


Total 24 234. 


10.9 560. 12.9 
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Government Finances 


Government spending dominates the Libyan economy 
and thus the LARG's budgets are the single major determinant 
of Libyan economic activity. In 1974, the public sector 
accounted for 75 per cent of total investment expenditures 
and for more than 40 per cent of total consumption. 
Government revenues are dominated by receipts from oil 
exports. Customs and excise duties and income taxes 
account for the bulk of the remainder. The expected 
increase in government oil income plus higher domestic 
revenues should fully cover expenditures for 1976 - in 
contrast to 1975 when government spending depended 
partially on domestic credit. This year's administrative 
budget expenditures are expected to exceed last years 
by about 14 per cent. But government expenditures cannot 
be analyzed with any precision since "special allocations" 
which contain government allocations for subsidies, foreign 
aid and military spending are not published. 


Libya's substantial international reserves declined 
from over $3.6 billion in 1974 to $2.1 billion in the 
third quarter of 1975, reflecting lower oil income. 

The reserves rose again to $2.2 billion at the 

end of 1975, continued to rise to $2.4 billion in 

March 1976,and stood at more than $2.5 in August. 

The improvement in Libya's reserve position appears to be 
stable and reflects the rising value of petroleum exports. 
The balance of payments should improve substantially 

in 1976 and 1977 from the record deficits of 1975. 

Earlier this year there were rumors that Libya would 

seek a Euro-dollar loan, not necessarily to draw on it 

but rather to establish Libya's credit worthiness on the 
international market and thus ensure borrowing power. 
These rumors probably stemmed from delays in payments from 
the public sector which were most likely due to internal 
cash-flow problems. [Investment of Libyan reserves aims 

at preserving the real value of its foreign exchange 
assets, Carning reasonable rate of return and liquidity. 
"Excess" oil revenues are considered to be funds temporarily 
awaiting investment in domestic development projects. 





Private Sector Loss of Confidence 


As the major source of both investment and consump- 
tion in Libya, the government has taken an expanding role 
in the direction of the economy since the 1969 change 
in government. It is clear that the government intends 
to expand its role in the future. The 1975 decrees 
regulating business and the political leaderships' talk 
of nationalizing foreign trade last January caused a 
general loss of confidence in the private sector which 
has been felt throughout the year. Uncertainty over the 
future course of government policy toward businessmen 
has caused a slow-down in investment, a reluctance to 
place new orders, maintain large inventories or to make 
long-term commercial commitments. In this situation 
American businessmen face particular challenges -- but 
also considerable opportunities. Government agencies 
often wish to deal directly with foreign suppliers, but 
in most cases, a reliable agent from the private sector is 
most useful. Unfortunately, there are currently no fixed 
rules for obtaining export contracts in Libya, and in most 
cases it is necessary for American firms to visit Libya 
to ascertain the most opportune way of dealing with this 
market. 


IMPLICATIONS FOR THE UNITED STATES 


The dynamic Libyan economy, its large capital 
reserves, growing income and rapid pace of development should 
be of considerable interest to American businessmen. Libyan 
oil revenues should rise gradually from present levels as 
both production and prices go up over the next year. 
The government's commitment to extensive development 
spending will remain firm, but petroleum will continue 
to be the mainstay of the economy. The American oil 
companies continue to have a large stake in Libyan oil 
production. Reliable data is not available and there 
are several methods of estimating assets, but local 
Oilmen speak of a U.S. investment in the Libyan oil 
industry of some seven hundred million dollars. They 
also estimate repatriated annual earnings of some 300 
million to 350 million dollars. The major customers 
for Libyan crude in 1975 were the U.S. (23%), West Germany 
(21%), Italy (20%). Oil exports to the U.K. and France 
have declined but U.S. purchases have risen substantially 
this year. 
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Composition of Libyan imports has remained generally 
the same in recent years. Machinery and transport 
equipment is the largest sector followed closely by 
manufactured goods and foodstuffs. The share of foodstuffs 
and chemicals has declined while the share of machinery 
and transport equipment has risen. [Italy continues to 
be Libya's most important supplier accounting for about 
one quarter of imports, and its share has risen along 
with that of Germany and Japan. The other major countries 
of supply are France, the U.K. and the United States in 
that order. 


The Libyan government's external political interests 
are centered on the Arab-Israeli conflict and Libyan 
reactions to American positions on the Palestinian prob- 
lem therefore determine much of the overall Libyan attitude 
toward the U.S. The economic consequences for the United 
States of this political fact include the Arab boycott 
and some evidence of discrimination in trade. But 
quality, price and services are the primary considerations 
for government purchasing decisions. The best market 
prospects for American exporters are for sales of 
equipment and services related to Libya's development 
progran. 
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